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ABSTRACT 
"The rich are different from you and me because they have more money.，，This 
statement is only partially correct. Because when it comes to their banking requirements, 
high net worth clients make demands which are not just quantitatively different: they are 
also qualitatively different. The need is not for a service, or even a combination of 
services, but rather for a relationship - a personal, continuing and confidential relationship 
dedicated to the management of wealth on a global basis. This is the fundamental belief of 
the private banking business. 
As to the private banking in Hong Kong, it is only a recent development with 20 
years of history. Despite its recent origin, private banking is already one of the fastest 
growing activities of banks. Currently, more than US$11 billion of capital is managed by 
private bankers in the top five banking institutions in Hong Kong. 
This expansion trend would be further strengthened after the private banking 
business is merging with the trustee services. At that time, one-stop shopping for the 
affluent will be really created through the use of only one relationship manager or private 
banker. 
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However, threats are coming from both external and internal factors. The 1997's 
issue is believed to be the major threat to the Hong Kong's stable position as a safe 
harbour of money. It also accelerates the rate of shortage of private banking 
professionals. 
Internally, many private banking institutions are also facing with the problems of 
lack of commitment from senior management, inflexible corporate structure, inflexible 
bank loan policy and expensive expertise. 
To overcome the problem, improvement in personnel training and skill 
development are necessary. A new incentive performance evaluation system must also be 
established. Apart from these, flexibility in both loan policy and entry benchmark for 
customers should be allowed in private banking departments. 
Private banking business is not re-packaging old banking products in new ways. 
We must realise that the needs for wealthy people are different from other retail 
customers. Tailor-made marketing strategy and products must be developed to really 
fulfil the needs of affluent customers. 
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The essence of modem private banking is, or should he the 
delivery of a collection of banking, asset management and 
financial planning services for the affluent individual from 
a single point of contact Such a service should be 
provided through highly qualified financial advisers in a 
discreet and confidential manner. 
-Laurie Samantha (Surtani, 1991) 
1.1 The Emergence of Private Banking 
In Asia 
Private banking in Asia, as a distinct discipline, is a recent development. Despite 
its recent origin, private banking is already one of the fastest growing activities of banks in 
Asia (Tan, 1990a). 
The reasons are not hard to find. Firstly, Asia's growing affluence, largely driven 
by individuals, makes it a natural market. Secondly, the globalisation of investment opens 
t. 
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Up a wealth of opportunities for individuals to tap and for bankers to service. Thirdly, 
companies themselves have become more international in search of markets, and in the 
process, so have the entrepreneurs behind them. Fourthly, the volume of intra-regional 
trade and investment flows has eclipsed the traditional US-Asian stream, from the mid-
eighties, thus sprouting a new breed of wealthy clients. 
Today, Asia has been recognised as the world's most profitable private banking 
pasture, and Hong Kong as the centre of the action. 
In Hong Kong 
There is always an element of drama when it comes to private banking, and 
nowhere is the drama of private banking greater than that in Hong Kong. 
Being one of the two regional private banking centres, Hong Kong's private 
banking stands out as one of the few sources of sustainable profits. The rationales behind 
are understandable. 
Firstly, economic growth in Asia has made Hong Kong a gathering pool for funds 
that some estimate could be as much as $200 billion and could grow markedly soon 
(Sender, 1993). Secondly, the accidents of history and the endeavours of its population 
have entrenched Hong Kong as a financial centre that attracts capital on its own merits 
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and through which investment flows within the region. Thirdly, the private banking 
industry is, to a large extent, kindled by the efficiency and variety of Hong Kong's 
telecommunications networks which are second to none in Asia and even superior to 
international financial centres such as London (Taylor, 1992). Fourthly, with Hong 
Kong's per capita GDP now at US$16,000, which is almost as high as the Australia's and 
the UK's, a new breed of wealthy clients has definitely sprouted in Hong Kong (O Kane, 
1993). 
In fact, the economics of the private banking markets are relatively attractive, with 
fee income and higher interest on lifestyle loans to relatively low-risk customers. No 
wonder, a growing number of banks and financial institutions has been lured to enter into 
this lucrative industry. Thus private banking services have mushroomed in recent years in 
Asia, especially Hong Kong. 
1.2 Objectives and Scope of Study 
Objectives 
There is always an element of drama when it comes to private banking; images of 
armoured cars greeting arriving aircraft; illicit gains illicitly transported across borders. 
Indeed, the very style of those who cater to these transactions contributes to the mystique. 
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Therefore, the first objective is to diagnose this mysterious industry so that we can 
understand more on the difficulties and opportunities of the Hong Kong"private banking 
industry, which has been ignited recently in the Asia-Pacific region. 
The private banking concept was developed by banks such as J. P. Morgan, Chase 
Manhattan, and Citicorp and rapidly became a generic description of high-net-worth 
targeting in financial services. Actually, it was the first real attempt to segment the 
consumer market. This is indicative of the general move away from typical commercial 
lending and the growing awareness of the need for meaningful market segmentation into 
distinct client categories. Private banking is at the leading edge of this transition. 
Traditionally, secrecy and confidentiality are seen as important considerations. 
However, as the demand for private banking services is growing rapidly, the nature of this 
business is changing and other factors, such as relationship marketing, are now playing 
more important roles. Many banks are designing and developing tailor-made solutions to 
each of their clients' specific financial objectives, fostering an important marketing concept 
of 'customer is the king' 
As a result, marketing concept plays a major role in the private banking industry. 
This can be fully manifested by the two big banks in Hong Kong, HongkongBank and 
Standard Chartered, which private banking team is organised purely as a marketing unit. 
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My second objective is to take this industry as a tool to examine the marketing 
management knowledge that has been leamt so that solid and value-added marketing 
recommendations can be contributed to this industry. 
Scope 
In this study, I will confine my analysis on the Hong Kong private banking industry 
only and will just relate to the other Asia's regions developments if they are influential and 
critical to that of Hong Kong. 
Methodology of Study 
Field Studies 
The study is carried out through the following activities : 
• Collect banks' advertised pamphlets and advertisements in newspapers and journals to 
have a preliminary understanding of its marketing function. 
• Read the relevant articles written in newspapers and journals to have a deeper 
understanding of its development and criticisms. 
I. 
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• Read the literature for the private banking industry to have a thorough understanding 
of its running mechanism. 
Interviews 
A series of interviews with private bankers and marketing staff in Hong Kong was 
arranged for collecting first-hand experience and knowledge from the actual market 
players. The recent interview reports from newspapers were also gathered. 
The institutions included are listed in the followings: 
• Standard Chartered Bank 
• Hongkong and Shanghai Banking Corporation Limited 
• Wardley Limited 
• Citibank Corporation 
• Jardine Fleming Investment Services 
• Credit Suisse 
• Barclays Bank 
• Chase Manhattan Private Bank 
• Banque Nationale de Paris (BNP) 
• Credit Lyoimais Bank 





Since the late eighteen century, private banking in the world has been the particular 
domain of Swiss banks of unlimited liability status engaged in fiduciary activities. 
As to the private banking in Hong Kong, it is only a recent development. It started 
about 20 years ago when secret accounts in Switzerland were used by Asian people. At 
the very beginning, private banking was synonymous with the Swiss and British traditional 
style of banking: managing the assets of the extremely wealthy in an environment that has 
built its reputation on secrecy and personalised service. However, during the 1980s, like 
the other parts in the West, the meaning of the term "private banking" in Hong Kong has 
become much more broader both from the supply and demand side. 
On the supply side, the "market" is no longer monopolised by small Swiss and 
British private banks. Banks, such as Chase Manhattan, Citibank and Bank of America, 
start to create separate and distinct private banking units to cater to their affluent clients. 
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Besides, Wardley, which is recognised as one of Hong Kong's largest private bankers, 
established its own separate unit in 1980. Standard Chartered did so, as recently as in 
1987，in Hong Kong. Moreover，they realise that affluent individuals today are not only 
interested in time deposits but also credit facilities, fiduciary products and a whole range 
of investment services (Surtani, 1991). 
Change has also been driven by the client. Newer private banking units have 
geared up their operations not just exclusively for the rich families. Instead, individuals 
such as the international businessman, the successfiil entrepreneur and the highly paid 
doctor or accountant have become the new private banking clients. Different private 
banking units may position themselves in different market segments, satisfying the 
different expectations of their clients. Moreover, the minimum requirement that is needed 
to qualify as a private banking client also varies substantially between various private 
banking entities. 
2.2 Present Development 
Supply Side 
A private banking institution (PBI) in Hong Kong can be established in various 
ways. Firstly, it can be a department within a licensed bank, such as HongkongBank, 
Standard Chartered Bank, International Bank of Asia and Bank of America. Secondly, it 
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can be a brokerage or security house, like Yamaichi, Nikko and Merrill Lynch. Thirdly, it 
can be a deposit taking company, which is either registered or licensed, if it has a separate 
department to provide personalised services to its clients. Fourthly, it can be a chartered 
bank structured as an individual bank under a banking group. For instance, Chase 
Manhattan Bank and Citibank. Please refer to Appendix 1 for the biggest five players in 
Hong Kong. 
Basically, there are two well-defined groups of players: those aiming for a global 
reach (like Citicorp, Chase, and HongkongBank), and specialist/niche banks (like Royal 
Trust, Pierson Hieldring, Landerbank, Republic National Bank of New York, and Royal 
Bank of Canada). 
“Private banking is becoming a global activity," proclaims Seiki Murono, vice 
president of Chase Manhattan (Tan, 1990a). Currently, Citibank, which is viewed as one 
of the most innovative in the industry, appears to command the largest regional private 
banking network, taking in Japan, Taiwan, Hong Kong, Singapore, Thailand, the 
Philippines, Indonesia, as well as Australia and New Zealand. 
As to the specialist players, they have emerged in recent years. They bring their 
own particular strengths to the market, each hoping to build on its niche. For instance, 
angling on both the investment and human flow are a group of Canadian financial 
I. 
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institutions, including Canadian Imperial Bank of Commerce, Royal Bank of Canada, and 
Royal Trust Merchant Bank. 
Demand Side 
Unlike Europe and North America's mature markets, about 80 per cent of the 
wealth in Hong Kong and the Asia region is first-generation money. Bruce Chiu, director 
of private banking of Jardine Fleming Investment Services, said : "The appetite for risk 
among investors in Asia, most of whom are first-generation entrepreneurs, is considerably 
keener in comparison with private banking clients in either Europe or North America" 
(Vidyadharan, 1994) 
Previously, secrecy and confidentiality were seen as important considerations and 
Swiss banks provided the necessary service. But now, "the Asian private banking client is 
relatively knowledgeable, sophisticated and demanding," said Seiki Murono (Tan, 1990a). 
Today, better investment performance, information product flexibility, access to global 
markets, and more efficient service are more valued and demanded by clients. 
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Definition of Private Banking 
The private banking market is being segmented into different types of clients with 
different needs. Thus it is no surprise that there is hardly a general consensus as to a 
proper definition of private banking. 
To highlight the components of a competitive edge that private banking should 
have over other providers of financial services, the essence of modem private banking is, 
or should be: 
The delivery of a collection of banking, asset management and financial planning 
services for the affluent individual from a single point of contact. Such a service should 
be provided through highly qualified financial advisers in a discreet and confidential 
manner. 
The Asian Private Banking Market 
The size of the private banking market is almost impossible to measure because the 
very nature of this business is, by definition, private and therefore statistics are not readily 
available. There are however some figures and estimates on the market's size. Firstly, 
estimates of today's international private banking market range from $2 trillion to $4 
trillion with a compound annual growth rate of 10 to 13 percent (Parry, 1994). If only 
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10% of that figure is attributable to Asians, the market potential is enormous. Secondly, 
with increasing interest in the Hong Kong stock-market from PRC corporations and 
overseas investors, Hong Kong capitalisation now ranks sixth in the world (Wardley 
Holdings Limited, 1993). With a capitalisation of $340 billion in February 1994 and $20 
billion in new capital expected to be raised throughout the year, the market predicts that 
Hong Kong will move into the number five spot within a few years (Parry, 1994). More 
significant, Asia is generally recognised as the world's fastest growing market for private 




THE FRAMEWORK OF PRIVATE BANKING 
3.1 Framework Description 
A simple framework for private banking is proposed which helps explanation and 
analysis of the operation of the Hong Kong private banking industry in a logical manner. 
To do this, the concept of Eigler and Langeard's model of a service company 
(Surtani, 1991) was borrowed with slight modification to form the framework tailor-made 
for private banking industry. The model divides a service company into two parts as 
shown in Appendix 2. One part is "invisible" to the customers. This consists of the 
internal organisation of the firm which gives physical and management support to people 
working with customers. The "visible" part of the model focuses on the other four 
elements of a private banking service: the marketing strategies, the private banker profile, 
the physical environment and the product profile. 
I. 
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3.2 Customer Profile 
In Samantha's definition of modem private banking in the previous section, the 
target customers are the affluent individuals. But there are different types of affluent 
individuals with very divergent needs. According to research undertaken by Credit Suisse 
of private banking clients in the US, each segment of the market has distinct financial 
goals, risk-return preferences, and asset-allocation profiles (Sorg, 1993). Hence there is a 
need to segment the affluent market in Hong Kong to develop a tailor-made private 
banking offering for each group of affluent individuals. The following are common 
methods. 
Demographic Segmentation 
Demographic segmentation consists of dividing the market into groups on the basis 
of demographic variables such as age, income, occupation, etc (Kotler, 1991). 
Age Subsegmentation 
A customer's financial needs for different bank products change as they grow 
older. This philosophy goes hand in hand with that claimed by Michael P. Sullivan who 
states that wherever people are in the life cycle typically affects their financial and banking 
decisions (Sullivan, 1992). Young adults have a need for transaction services. As they 
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move into the career-building stage of life, the need for credit grows. From there, people 
move into an asset accumulation stage. The final stages are asset management and as^et 
reduction. 
Firstly, it is obviously useful as it states that in general, affluent customers at 
different stages of their life cycle will have different product requirements. Hence, it 
facilitates the assignment of the types of private bankers and the design of products to 
each customer. 
Secondly, it also helps private banking divisions consider at what stage of the 
customer's life cycle they should aggressively seek his business. Different PBIs may have 
their distinct strengths and weaknesses to match with the dissimilar banking operations 
requested by different age group clientele. 
Hong Kong has a growing trend to attract customers at an early stage as the 
younger customer base is growing. 
Income Subsegmentation 
In Hong Kong, most PBIs approach to determine who is an eligible private 
banking customer is simply based on their pre-set minimum deposit requirement. For 
example, the minimum entry benchmark for Citicorp is US$1 million cash whereas the 
t. 
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minimum portfolio for customers in HongkongBank is US$2 million. A problem with 
entry requirements in Hong Kong is that many potential customers are simply reluctant to 
trust any institution with that much money on a discretionary management basis without 
seeing how good their stewardship is over much more modest sums. 
Occupational Subsegmentation 
The occupational method of segmentation can be divided into three categories : 
old wealth, entrepreneurs and professionals. 
Old wealth is defined as established, extremely wealthy Asian families. This 
subsegement is already well established in numerous banking and investment relationships. 
However, Ian Siddons，senior vice-president of Chase Manhattan Private Bank, claimed 
that wealth in Asia tends to be less inherited and often still in the process of accumulation 
(Chapel, 1994a). 
Entrepreneurs are simply defined as individuals who run their own business. 
According to Ian Siddons, private bank clients in Asia tended to be more entrepreneurial 
than their counterparts in the United States and Europe. Moreover, it is this subsegment 
that the majority of PBIs in Hong Kong are actively targeting and considering to be the 
most profitable. 
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Professionals include mainly lawyers, doctors, accountants, pilots and engineers. 
This is a subsegment that very few private banking departments in Hong Kong specifically 
target. Such individuals should not be excluded as they are not only high earners, but also 
centres of community influence. 
Behavioural Segmentation 
Obviously, not all affluent individuals within a particular occupation use a private 
banking service for the same reasons. Hence behavioural segmentation is used to divide 
affluent individuals into groups on the basis of their use of the private banking service. 
There are two kinds of investors basing on their distinct behavioural motives : active and 
passive investors. 
Active investors look to a private banking service for risk management expertise as 
these individuals are primarily concerned with achieving wealth through a private banking 
relationship. The passive investor, however, aims at wealth maintenance and thus looking 
to a private banking service for risk elimination expertise. 
Because of the global interest rate has a rising trend since the early 1994, the 
affluent individual investors have shown less interest in products based on highly leveraged 
derivatives and preferred extremely conservative investment instruments. Hence passive 
investors are now dominating the Hong Kong market. 
I. 
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In HongkongBank, they have records for all the meetings，including telephone 
conversation and product introduction. This provides information for their private �’ 
bankers to understand the behaviour and the degree of acceptance of their customers to 
their products. 
Comments 
The understanding of the customer profile among the private banking institutions 
are relatively limited. Most of them emphasise too much on the income segmentation. 
Few of them have analysis in occupational segmentation. In fact, the investment 
behaviour of the clients is another critical factor for the profitability of the industry. For 
example, clients with millions of dollars but simple investment needs should be referred to 
the consumer banking division instead of private banking division where the cost for the 
services provided are expensive. 
I. 
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The framework of the model divides into two parts: visible part and invisible part. 
The'marketing strategies, the private banker profile, the physical environment and the 
product profile are grouped as the visible part whereas the internal organisational structure 
is treated as the invisible part of the model. 
3.3 Marketing Strategies 
The marketing strategies discussed below are the contemporary marketing 
strategies adopted by the PBIs world-wide. In Hong Kong, some institutions may have 
their own choices in strategy to suit their particular need of their business policy. 
Sales Oriented 
A productive sales culture begins with a clearly communicated vision, translated 
into challenging goals and implemented by a marketing strategy. Today's competitive 
financial services climate has encouraged some private bankers to focus more attention on 
improving returns from existing accounts rather than strictly stressing growth in market 
share. Therefore, offering current customers a wider range of services, known as cross-
selling, is an increasingly important strategy. 
This leads to the increased importance of building a sales culture in the 1990s. 
There are several reasons. Firstly, most major benefits from cost cutting have already 
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been realised. Secondly, most large banks' retail client base has many more qualified 
prospects. Thirdly, fees for investment and trust services are a more consistent source of 
income than loans. Fourthly, sales training does not have lasting results unless 
accompanied by an ongoing, reinforcing sales culture. 
Event-Driven Marketing 
Some of life's events that often create a need for professional asset management 
include the death of a spouse, early retirement packages, lawsuit awards, lotteries, 
inheritances, and divorce settlements. The investment management opportunities created 
by these events pose some unique challenges for private bankers. Because it is nearly 
impossible to identify in advance event-created prospects, event-driven marketing 
emphasises on positioning strategies, where success may follow from a series of actions 
over time. 
Effective strategies include : 
1) targeting intermediaries, such as retail bankers, attorneys, and CPAs, as referral 
sources, 
2) using advertising and public relations to keep the FBI's name in potential 
prospects' minds, and 
3) using life-cycle marketing to increase the probability that an even-created prospect 




A growing number of industry experts believe the private banking market should 
be viewed as a life cycle-wealth continuum，where the focus is on meeting customers' 
financial needs as they evolve. For instance, to compete in the professional segment 
effectively, a professional life-cycle analysis is recommended. A PBI should pursue a 
conscious strategy aimed at the professional segment of the market because of the need 
for customers that offer economic stability, long-term relationships, and a source of 
referral business. 
For example, the theme of Hill Samuel Private Bank advertised in South China 
Morning Post is on “repatriation planning, retirement plcaming, inheritance planning, 
income replacement, education fee planning and medicare” 
A professional life-cycle analysis has 5 essential elements : 
1) identifying life-cycle stages, 
2) determining customer needs within each stage, 
3) developing a program at each life-cycle stage, 
4) analysing profitability from meeting customer needs, and 
5) executing strategy. 
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Product-Centred Approach 
As competition for clients mounts, private bankers are also working overtime to 
expand their services. It is well-known that the more aggressive American banks stress 
products in their marketing approach. For example, Citibank is the acknowledged leader 
of private banking in Asia, and its chest of products is bewildering, running into hundreds. 
Relationship-Centred Approach 
The keystone of private banking is the relationship between the client and the 
private banking manager who personally handles the client's day-to-day financial affairs. 
What most customers require, nowadays, is no less than a comprehensive and 
dispassionate analysis of their personal life situations and how these situations should 
translate into a set of appropriate financial and often nonfinancial products and services. 
Meeting this need necessitates a transition from a product-centred to a relationship-
centred mode of service delivery. 
According to Donald R. Holton of Cragin Federal Bank, relationship marketing 
must be developed in order to thrive (Dauer, 1991). Holton defined relationship 
marketing as a 3-step process : 
1) Create a customer base from which to work. 
2) Sustain the relationship. 
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3) Enhance profitability. 
Relationship marketing tries to build enduring, multiple-product relationships 
through a variety of tools, including research, database management, telemarketing, and 
product development. 
In some institutions, private bankers have another job title as "relationship 
manager". In Hong Kong, European banks such as Swiss Bank, ING Bank is famous for 
establishing the image building a personal, continuing and confidential relationship 
dedicated to the management of wealth on a global basis. 
Frequency Marketing 
PBIs can use frequency marketing to maintain market position and build customer 
loyalty in a deregulated and competitive environment. Frequency marketing directs 
marketing resources toward keeping present customers and making them more productive 
rather than seeking new ones. To put frequency marketing to work successfully, it is 
necessary to realise that such programs require a long-term commitment. 
A complete frequency marketing program involves : 
1) personal, interactive, and action-oriented communications, 
2) recognition that demonstrates to customers that they are important to the bank. 
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3) reward in the form of incentives, and 
4) flexibility that accommodates individual customers. 
Relationship Pricing 
Relationship pricing as a marketing strategy for targeting high-value customers is 
most effective in several occasions. Firstly, it serves as an extension of relationship 
banking. Secondly, market segmentation principles are applied to identify customer needs. 
Thirdly, bank offerings are matched to the needs that are unique to customer segments and 
the needs of individual customers, and finally, the pricing program is formalised through 
the development of a dynamic pricing menu. 
Globalization 
Private banking customers may not be posh, or even super-rich, but they have got 
to be rich enough to need cross-border investment services. In Hong Kong, there is 
almost no private banking players can do business solely restricted in Hong Kong. It 
means that globalisation is the critical and minimum requirement for the institutions to 
survive. Many international banks make use of their global appearance in the world-wide 
markets especially in their local country for attracting local customers. Many local PBIs, 
such as Jardine Fleming and HongkongBank, provide a lot of international investment 
I. 
25 
products and/or open their branches internationally and use their global reach capability as 
a major marketing strategy. 
Comments 
In Hong Kong, there is no innovative marketing strategy in the industry. Most of 
them have already been adopted world-wide. In fact, the institutions in Hong Kong are 
strong in sales oriented and product-centred approach. Except for a few large European 
bank, very few of them have indicated strong and clear signal of establishing unique 
relationship with the clients. They would prefer to emphasise on v^ety of products such 
as numerous investment services, unit trusts, money market funds, credit facilities, 
offshore banking services, deposit and foreign exchange. 
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3.4 Private Banker Profile 
A private banker plays a major role in the success or failure of a PBI. If the 
private banker performs poorly in the financial services delivery process, the service will 
fail no matter how superior the financial services being offered under the umbrella of 
private banking are. 
Recruitment 
The rapid expansion of private banking in Asia is stretching many private banking 
units to the limit. A survey of Asian bank chief executives identified the shortage of senior 
private banking staff as the industry's second greatest recruitment problem (Montagu-
Pollock, 1990). 
None of the institutions will hire people without sound experience in financial 
markets. Some of them even only recruit existing private bankers in other institutions. 
Well-established network with wealthy people is really an advantage as some of the 





Firstly, a private banker must be trustfiil from the client's point of view as the 
client will be divulging some very sensitive financial information. Secondly, a private 
banker must also be a very good listener as a private banking service is somewhat like a 
"father/confessor relationship". Thirdly, a private banker must possess social skills to 
build or strengthen an existing relationship at parties, overseas trips and sport and cultural 
events. Fourthly, fluency in various languages is a major advantage as private bankers 
frequently travel abroad to discuss business or deal at home with an international clientele. 
Finally, a private banker must have international experience. 
Private banking clients increasingly are investing globally to enhance their 
portfolios. To be competent, private bankers must understand global investments and the 
world. Moreover, this international experience can improve cross-selling of services 
between various international private banking offices. 
Technical Characteristics 
Apart from the right social characteristics, a private banker must also possess 
certain knowledge on private banking products. Though there are operational staff who 
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have expert knowledge on each product, a private banker should be able to identify the 
client's complete financial needs themselves while relying on specialists when required. 
Therefore, a private banker should have a high level of knowledge of investment products, 
foreign exchange markets and traditional banking and trust services. Moreover, a private 
banker must possess a general awareness of tax implications in countries of business or 
personal importance to his/her clients. 
Training and Development 
Specific training programmes for the private banker are necessary as private 
banking has grown into a separate, distinctively articulated arm of the Hong Kong 
financial services industry. Currently, most PBIs do not provide such specific training 
programmes and prefer to head hunt experienced private bankers from their competitors. 
Their argument bases on the fact that the private banking divisions are too small to justify 
the expense. Hence the larger global banks like HongkongBank, Standard Chartered, 
Chase Manhattan and Citibank are at an advantage as their private banking arms are large 
enough to justify the specific training expense. 
However, as the new products are developed in a very rapid pace, it is very 
difficult to ensure the private bankers have enough training and information for the new 
products. It is very dangerous as the private banker serves as a professional adviser to 
their clients. No client would like to see their wealth is shrinking after following the 
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advice from their private bankers. A trader in a local investment firm confided that they 
would like to sell the financial products to private bankers as it is easier to earn money 
from them. This phenomenon has indirectly manifested the incapability of Hong Kong's 
private bankers. 
Compensation and Motivation 
In order to prevent raiding on the newly trained private bankers from competing 
banks, an attractive incentive compensation package must be developed to provide a clear 
and measurable link between the professional staffs incentive bonus and their success at 
generating revenue. The necessity of this package is further enhanced by the importance 
of a long term client relationship nature required in this industry. 
To get trust from the affluent clients who may need to divulge some very sensitive 
financial information, the clients needs to be assured with complete secrecy. Thus high 
level of staff turnover will destroy the trustfiil relationship built with clients. Even worse, 
when a private banker moves to a competing bank, his/her client relationships are also 
susceptible to moving with him/her. Therefore attractive incentives must be offered to 
keep staff turnover in Hong Kong to a minimum. 
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Firstly, a very competitive salary and other perks, such as housing, education 
allowance and club membership should be provided. Secondly, an attractive bonus 
scheme is also essential. 
This bonus scheme should be based on a combination of three factors : 1) how 
well private bankers deal with their individual targets; 2) the performance of the private 
banking unit as a whole so that private bankers do not working in isolation; and 3) the 
performance of the bank as a whole to encourage cross-selling. 
Thirdly, as private bankers will move from dissatisfaction with career 
advancement, a sufficient scope for career progression should be considered. One 
suggestion is to make the position of head of private banking very senior within the bank, 
for instance, he/she will report directly to the CEO. 
\ 
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3.5 Physical Environment 
Space Planning and Design 
The first physical indication that a new client gets will directly influence his/her 
impressions on how seriously and cautiously the PBI will handle his/her financial matters. 
Hence the space planning and design of a private banking office are considered important. 
Two important guidelines are provided by Bamewall (Surtani, 1991). 
Firstly, the customer's need for privacy must pervade the entire private banking 
setting. Combination locked doors and opaque windows are examples of the division's 
concern for privacy. 
Secondly, customer flow and access to the private banker must be designed 
rationally. A receptionist should be present to direct an incoming client into a special 
waiting room. Thus the embarrassed occasion that clients walk into a private banker's 
office where a confidential conversation with another client is taking place can be avoided. 
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Infrastructure 
Image of the PBI can be enhanced with the facilities provided in its office. Hence 
the special waiting room and the room where the client conducts his/her business with 




3.6 Product Profile 
As more and more players seek to establish a foothold in this lucrative industry, 
private banks are responding with a broader range of increasingly sophisticated investment 
products. In general, private banking in Hong Kong mainly provides three categories of 
products/services. 
Investment Advisory Service 
If customers choose to manage their own portfolio, the private banker will only 
update and review the portfolio, provide market information and, when appropriate, 
investment advice. Common products supported in a portfolio are examined as follows : 
Deposit Services 
PBIs provide deposits in all major currencies. Their major responsibility is to 
identify instruments that might yield higher returns, including commercial paper, floating 
rate instruments and treasury bills. 
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Foreign Exchange 
Private bankers provide customers with current information on the exchange 
market and advice on ways to hedge their currency positions in the most cost-effective 
manner. Moreover, margin trading facilities can also be arranged. 
Bonds 
As bond market offers good investment opportunities for investors taking a 
longer-term view, bond is an inevitable product. The private bankers will provide up-to-
date information and give two-way prices in prime Eurobonds and government securities. 
Furthermore, advice on switching will also be provided. 
Equities 
Customers can ask the private bankers to execute the orders for the purchase and 
sale of equities according to their own instructions on the relevant exchanges at the best 
prices available. Private bankers will also provide advice on specific stock investment 
opportunities when appropriate. 
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Gold 
Gold is treated as a form of money. Hence, customers can receive the service 
from the private bankers for the purchase and sale of gold in London or Hong Kong at 
prevailing market rates. 
Unit Trusts 
Customers who wish to invest in a diversified portfolio, but who do not wish to 
make decisions on individual investments, can choose to invest in unit trusts. The private 
bankers will give advice on the unit trusts that best suit customers' needs. 
Performance Enhancement Products 
Private bankers can assist customers in executing and structuring appropriate 
strategies in the futures and options markets if customers wish to make use of derivatives 
to manage liquidity and enhance the performance of their portfolios. 
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Credit Facilities 
Credit facilities are provided to customers to maximise their overall return by 
taking advantage of market opportunities as they arise. Usually, advance fiinds will be 
loaned in major currencies against assets held in customers' account in the PBI. 
Discretionary Portfolio Management Services 
Customers may also delegate the responsibility of managing portfolio to the private 
bankers who will act on customers' behalf. Though the portfolio is managed by the 
private bankers, it will be established based on customers' investment objectives, risk 
tolerance level and investment time horizon. Hence, an investment portfolio can be 
structured to meet the needs of customers in a conservative, a balanced or an aggressive 
portfolio. 
A Conservative Portfolio 
A conservative portfolio is suitable for the customers who place high priority on 
capital preservation and income. The portfolio invests primarily in fixed income securities 
and cash deposits with a ceiling imposed on exposure to investments in stocks. 
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A Balanced Portfolio 
A balanced portfolio is ideal for the customers who seek a balance between capital 
growth and income. Typical investments include a mix of globally diversified stocks and 
fixed income securities. 
An Aggressive Portfolio 
An aggressive portfolio is suited to the customers who are willing to tolerate a 
relatively greater fluctuation in the value of their portfolio under management in return for 
a higher expected rate of return on their capital. A typical aggressive portfolio invests 
primarily in stocks and may be leveraged if the customer so desires. 
Asset Protection 
In today's world of relative insecurity, with changing tax laws, exchange controls 
and, at times, political uncertainties, the importance of ensuring the security of one's 
assets for himself, his family and fiiture generations has increased. In view of this 
increasing demand, the private bankers have also furnished services in tax planning and 
asset protection through the establishment of trusts and the use of fiduciary contracts to 
provide global protection for customers' assets. 
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Comments 
The pamphlets of various large PBIs have been read and studied. The products 
provided by these institutions are more or less similar from the customer point of view. It 
is not quite easy to distinguish the unique financial services provided by different 
institutions. As the competition is very keen in this industry and competitor information is 
very easy to obtain, private bankers are very difficult to differentiate their products based 
on variety. Therefore, the quality of advisory services, the degree of globalisation 
support and the charges of the services will be the major platform for the competition. 
39 
3.7 Invisible Part - Internal Organisational Structure 
For the smaller Swiss and British banks where private banking is their only 
business, organisational issues may not be much of a concern. However, the larger 
international banks in Hong Kong, such market-led ideas for private banking services will 
raise a number of organisational issues. 
Accountability System 
There are two different organisational structures of a private banking division in a 
multinational bank existing in Hong Kong : either be created as a separate part of retail 
banking or integrated with a bank's trustee services. 
Created As A Separate Part of Retail Banking 
There are some obvious advantages for choosing a separate private banking 
division to be the head of retail banking. Firstly, a separate private banking division can 
provide a distinct delivery system to a bank's affluent clients whose needs are clearly 
different from the other clients. For example, some banks view trust and private banking 
clients as two distinct groups because the clients are in different age groups. Secondly, a 
large client base of retail banking can be accessed easily if a private banking division is set 
up under retail banking. 
t. 
40 
On the contrary, the major disadvantage with such an approach is that private 
banking will only be able to function as a special marketing department for the bank's 
affluent clients. The private banking division set up with this approach does not have any 
products of its own unless it duplicates what is already being adequately provided 
elsewhere in the bank, which is definitely a wastage of resources. Hence it needs to draw 
heavily on other divisions without its own products profile. 
Integrated With A Bank's Trustee Services 
There are also some advantages for combining private banking with trustee 
services. Firstly, as the trouble in terms of time and money involved in dissolving a trust 
are significant, a trust cannot be transferred easily as those price-sensitive products such as 
deposits or foreign exchange. Secondly, the responsibility of trustee divisions of banks to 
look after the financial needs of the bank's most affluent clients is of a similar nature to 
that of private banking. Finally, trust officers are usually highly qualified private bankers 
too to deal with all other financial products as the trust product is the most technically 




4.1 Competition Profile 
Clients in Asia are more financially sophisticated than their European counterparts. 
In Europe，clients are distinctly classified as two groups: one with offshore interest in 
Switzerland and Luxembourg where they are tax havens and the rest is domestic. 
However, Asia, specially Hong Kong, is somewhere in between. The picture is mixed in 
which clients are offshore and domestic at the same time. Moreover, unlike in Europe, 
Asian clients usually split their investments between two or more private bankers. 
Hong Kong is the place in where the exchange of information is very fast. 
Investors are very knowledgeable about markets today. The biggest private bank clients, 
such as families like the Chans of Hang Lung Development, have their own investment 
teams. As Hong Kong had some of the wealthiest private clients in the world, who are 
more demanding and sophisticated, manager director of BNP Asia, Daniel Truchi said 
they were much more aware and more proactive in terms of product and financial 
instruments than clients in other parts of the world (Chapel, 1994b). 
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To cope with the bigger challenge existing in Hong Kong, the followings are the 
competitive tactics used by private bankers. ‘ 
Guarantee Return 
Over the past few years, high returns were relatively easy to make in bond and 
equity markets. Since January of 1994, the investment climate has been so difficult that 
the fashion has been more for derivatives-driven products. Moreover, wealthy individual 
investors have shown less interest in products based on highly leveraged derivatives since 
the global interest rate shock in February of 1994. There was greater demand for 
structured products with a capital guarantee. To satisfy the demand, many PBIs have 
developed products with a guarantee clause or partial guarantee for the capital. For 
example, BNP constructs wholly derivative investment portfolios for clients, often using 
stock index options and a capital guarantee. 
Personal Relationship 
Relationship is a word that comes up repeatedly in conversation with private 
bankers. Clients with amounts of more than US$1 million to invest will not tolerate being 
treated as just another account number. The importance placed on relationship is one of 
the reasons for the widespread tailoring of investment packages for private bank clients. 
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That is not all, though. To be competent, there are also other less publicised, 
offbeat service available. These are usually offered as part of a bank's ongoing 
relationship with a valued client, even though they may not, on their own, be income-
generating. Or, they may be used to entice new customers in support of their overall 
marketing strategy. One private banker disclosed that he had got US$100 million in new 
deposits by putting a client's child in an exclusive school in the US (Tan, 1990b). 
In Hong Kong, to do something different from the competition, some PBIs are 
providing this kind of personal services. For example, if a client wants to sell a work of 
art，Wardley may be able to arrange for it. Chase Manhattan is quite normal to arrange for 
theatre tickets or shopping trips abroad. Moreover, Chase often provides expertise on art 
investment, and arranges to pay school fees for the children of its clients. 
Personal relationships are not always the strongest area in large banks. In fact, it is 
the major survival key for many small institutions which have built up a strong reputation 
over many years. 
International Network 
Private banking is becoming a global activity in order to attract the increasing 
private clients seeking a global strategy. Some private bankers even claim that if you are 
not global you cannot compete. Most advertisements have stressed the strength of global 
I. 
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reach and global perspective. For example, Citibank's world-wide presence enabled 
‘clients to deal with it in all major countries and cities. Moreover, Barclays Private 
Banking relies on its strong international network to service clients. Chase, reflecting the 
kind of global commitment needed to service the market, has also maintained a full-time 
network of private bankers in Tokyo, Osaka, Taipei, Hong Kong, Singapore, Jakarta, 
Sydney and Melbourne. 
To be a truly global player, one has to have a fiill complement of product 
specialists as well, supporting the marketing efforts of the people in front. This is 
precisely how Chase and Citibank have structured their own teams in Hong Kong, with 
product specialists in investment banking, investment trading and management, trust 
services, real estate, foreign exchange, and other banking products. 
Market Positioning 
Big banks have an advantage in attracting private clients seeking a global strategy 
and a fiill range of investment services. Although the small private bank looks likely to be 
a victim of economies of scale and the advances of technology, many do not rule out the 
prospects of the small and niche outfits. Hence the key of success in competition also lies 
on the concept of marketing positioning. 
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For most American PBIs such as Citibank and Chase, they positioned themselves 
mainly as products innovators with a large global network and product research teams for 
support. Moreover, they tends to be more transaction oriented such that they will call the 
client whenever they see an investment opportunity. 
As to most Swiss PBIs, such as Swiss Bank Corporation which traces its roots to 
1964 when it first arrived in Hong Kong, they relies on their long history, cultural links 
and reputation for confidentiality to ensure a big share of the Hong Kong market. They, 
very often, use a more relation-oriented approach offering top class service to distinguish 
themselves from those product-oriented American PBIs. Moreover, secrecy is still their 
main selling point in Hong Kong. 
Apart from the product and relation oriented marketing positioning approaches, 
some PBIs poses the specialist roles hoping to build on their niche. This is very common 
in Hong Kong in recent years as the need for emigration rises because of the 1997，s issue. 
For instance, a group of Canadian financial institutions, including Canadian Imperial Bank 
of commerce, Royal Bank of Canada, and Royal Trust Merchant Bank, is set up mainly to 
service business emigration and investment into Canada. Moreover, people come to them 
are also because of their Canadian focus. Hence, though their size in Hong Kong is 
comparatively smaller ( with a staff number of about 32 which is only one fifth of that of 




Unlike Europe and North America's mature markets, about 80 per cent of the 
wealth in Hong Kong and the Asia region is first-generation money. This, plus the growth 
of a large and more affluent middle class in many of the region's newly industrialised 
countries，has resulted in more people with cash seeking productive investment vehicles. 
The growing wealth has attracted more banks with tailor-made private banking 
products for clients who seem to have an insatiable appetite for innovation especially in 
investment oriented products. Citibank is recognised as one of the most innovative in the 
business in that it often breaks new ground with its products and services. Typically, it 
was one of the first to launch a Germany Fund for its clients to capture the new mood 
prevailing in Europe. Product innovation is a key, too, in the strategy of Austria's 
Osterreichische Landerbank which offered its Asian private banking clients an index fund -
the Eurolndex Fund. 
To really succeed, many believes that one cannot offer just a few products like 
before. Moreover, in today's competitive environment, the life cycle of a new product 
may last at most, a year, against a far longer cycle in the early days of private banking. 
Hence many PBIs, especially the more aggressive American banks, have deployed a lot of 
resources in products innovation. Some large banks such as Citibank would claim that 
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their bank can offer literally any investible instrument under the sun with its bewildering 
chest of products running into the hundreds. 
Portfolio Management 
The most hot issue about aspect of private banking, nowadays, is portfolio 
management. Industry analysts estimate that there is more than US$500 million worth of 
money under some kind of management in Hong Kong (Charlton, 1994). However, it is 
only recently that private banks have begun offering portfolio management services to 
their clients in the territory. 
Portfolio management is designed to protect and enhance clients' wealth through 
prudent management of their investments with a tailor-made investment strategy 
depending on their risk adversity. The growing Asian affluence and the new wealth being 
created in the region have prompted private bankers to set up specialised fund 
management teams to look after their clients' investment. 
For instance, Credit Suisse set up its portfolio management service on January, 
1993 in Hong Kong and boosted its capability in portfolio management in Asian equities 
by hiring Asian equities specialist Larissa Nee to run the operation. Similarly, BNP has 
provided a range of four internationally diversified portfolios tailored to suit clients' 
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personal investment objectives and managed on a discretionary basis by its portfolio 
management team. 
Image Cultivation 
Differences between bigger private bankers were beginning to narrow as clients 
reacted to the new investment environment. Thus image cultivation has become immense 
important because of the keen competition in Hong Kong. A lot of efforts are put onto 
advertising to portray the right image to build both brand awareness and loyal brand 
attitude. 
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Most advertisements are using pictures, such as an eagle, a racing car, a big ship in 
storm, to symbolise the PBIs' solid financial base and solid business relations. As to Swiss 
banks, a picture of "traditional merchants handshake" is normally used to reinforce their 
originality with a long history and well-established reputation. Moreover, capability of 
global management of money has become a must element in every advertisement. 
Besides, in order to establish trust on their investment products, some PBIs, such 
as Commerzbank which advertises with the head line stating "German know how in global 
finance", even publicise their viewpoint and analysis in the world's finance affairs 
periodically in those media such as Wall Street Journal and South China Morning Post. 
Moreover, the announcement of gain of some awards is also a marketing tactic used to 
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increase the organisation's competitive image. For instance, Citibank has heavily 
advertised its awards of being named as Asiamoney's 1993, Investment bank of the year 
and Commercial Bank of the year to strengthen its position in Hong Kong. As to 
Rabobank, it stresses on its awarded AAA-rated Dutch bank qualification to increase 
clients' confidence. 
Referral System 
According to private bankers, most clients are referred to private banks by existing 
clients, often friends or relatives. There is very little "cold calling" of wealthy individuals 
by private bankers, nor are direct approaches from wealthy prospective clients to PBIs as 
common as one might expect. 
Some PBIs utilise their large internationally known network as a major source of 
referral clients. For instance, BNP is an old established commercial bank and so referrals 
come first from cross-selling within the bank of its services. Moreover, Eddie Leung, 
executive director of private banking at Paribas of Hong Kong, claimed that Paribas also 
heavily relies on referrals from other departments within the bank (Chapel, 1994c). 
Besides, word of mouth is also very important. For example, apart from the 
referrals through other parts of its own big network, another main source of clients of 
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Credit Lyonnais private banking is through referrals by satisfied existing customers. 
Moreover, referrals from existing clients has also commanded a lot of respect in Paribas. 
The other referrals sources may come from agency banks of some PBIs, from 
professionals, mostly accountants and lawyers, and personal contacts of the private 
bankers. For example. Bank of Bermuda gets a lot of its client through outside 
professional advisers. 
4.2 Legal Environment Profile 
Change in Law System 
Swiss banks handle a large share of the world's private wealth for a variety of 
reasons. People who place money offshore have five main considerations: 
1) safety, 
2) a civilised location, 
3) an absence of foreign exchange controls, 
4) tax avoidance, and 
5) secrecy. 
However, due to the change in law, Switzerland has removed the cloak of secrecy 
from those involved in laundering money. This change, made under pressure from the G7 
u 
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industrialised nations, is aimed particularly at combating drug traffickers. Moreover, 
under pressure from the US, insider trading has been made into a criminal offence in the 
country. This means that secrecy is removed in cases of insider dealing. Hence, 
Switzerland's pre-eminence as the leading private banking centre in the world is under 
threat as a result of these changes, especially from the challenges from US banks. This has 
solidly manifested that a change in law system will badly affect one private banking centre, 
but open opportunities for the others. 
Deregulation 
Hong Kong is generally geared to clients in North Asia, which includes Taiwan, 
South Korea and Thailand. These overseas clients are mostly non-natives in their country 
who have no confidence in putting their wealth on the hands of the local government. 
Recently, many Southeast Asian countries had changed their regulations to allow their 
citizens to hold foreign currency assets. 
One private banker of Citibank confided that this recent relaxation in these Asian 
countries has benefited her private banking division a lot. This is because Hong Kong is 
the traditional safe harbour for Chinese money. Thus deregulation and strong economic 
growth in a wider range of countries is spurring increased wealth creation and therefore 
increased private banking. 
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Illegal Money 
According to US State Department sources, Hong Kong is one of the world's 
three biggest drug money laundering centres beside the Bahamas and Panama (Montagu-
Pollock, 1990). Hong Kong is the transit centre of heroin from the 'Golden Triangle', 
which is the opium producing area on the borders of Thailand, Laos and Burma. 
Furthermore, much of the money from the drugs goes through private banking accounts in 
Hong Kong. 
In view of this, the Hong Kong authorities issued banks with guidelines under 
section 7(3) of the Banking Ordinance, modelled on a report by the Basle Committee. 
Under the rules, banks must issue internal guidelines to their staff to look out for 
suspicious behaviour, such as customers arriving with sacks of money. Moreover, banks 
should alert the police if source of the deposited money is suspected to be generated from 
drug trafficking or criminal activities. Furthermore, banks should have separate and 
independent auditing staff to cooperage in alerting the Banking Commission if the funds is 
suspected to be illegal money. 
One private banker of Wardley confided that his private banking division had once 
rejected the request of a numbered account from an unknown client who brought with a 
case of millions of Hong Kong dollars. In fact, new clients of the private banking division 
of Wardley are only accepted with referrals from existing clients. 
I. 
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Citibank is also very careful about attracting the right clients to avoid any 
involvement in legal suits. Apart from the private banking business, Citibank also has a 
large consumer and corporate business. Hence it is very cautious in verifying the source 
of money to make sure the franchise is not affected. Even though some clients, such as 
the mainland business partners of existing clients, have met the referral requirement. 
Citibank will have visits to China to see what they do before accepting these clients. In 
case of finding difficulties on verifying the source of money, Citibank will just turn away 
the business. 
Ethical Misconduct 
One banker confides that emigration in Hong Kong has taken away many of the 
senior private bankers who were trained to handle private banking in the early 1980s. A 
lack of skills, combined with high turnover which is a pre-eminent problem in Hong Kong, 
has led to ethical problems. 
Some major PBIs are unloading their own in-house products on their clients, while 
others are making unnecessary transactions in clients' portfolios in order to generate 
commission fees. 
An example is the ‘leveraged deposits' whereby private bankers persuade clients to 
borrow large sums of money on the security of their initial deposit. These borrowings are 
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then deposited in high-interest yielding currencies. In this case, the client loses all ways. 
He pays to borrow and pays to change currency, but may not gain from the high yield 
currencies as the yield is an accurate reflection of the exchange rate risk. However, the 
‘leveraged deposits' has already brought the PBI two sets of commission. 
Political Uncertainties 
Like Switzerland, Singapore and Hong Kong have been developed as the private 
banking centres in Asia mainly because of their political stability. However, the stable 
position of Hong Kong may change after the year of 1997. One private banker of 
Citibank disclosed her institution's tentative plan of moving its private banker centre in 
Hong Kong to Singapore. 
On the contrary, Hong Kong, like Taiwan, is now considering as an ideal market in 
Asia because of its unique combination of having a large number of wealthy individuals 
and a large element of political uncertainty. Both factors are also present, though to a 




5.1 The 1997，s Issues 
Lack of Secrecy 
In the past, Hong Kong has always been the haven for Chinese money coining 
from everywhere but China itself. More than 90% of his private banking clients in Asia 
are overseas Chinese. Their reasons of sending money to Hong Kong are confidentiality 
and security. Paul Giles, executive vice-president of Creditanstalt in Hong Kong 
contended that they have incredible security systems with no names on any statements and 
lots of back doors (Sender, 1993). This has exemplified that the private bankers in Hong 
Kong are more than willing to cater to the need of confidentiality and security. 
Nevertheless, Hong Kong's position as a safe harbour of money is under threat 
because of the 1997's issue. No private banking clients would entrust their savings to the 
mercies of Chinese communist jurisdiction. Some private bankers take a pessimistic view 
and argued that there would be no faith in secrecy, or confidentiality, or security of 
ownership after 1997. They are threatened that private banking might be ceased after 
1 9 9 7 . . 
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Moreover, some bankers also shares the similar opinion that the present booming reason 
of private banking industry in Hong Kong is because of emigration, which will tend to 
shift away from Hong Kong. 
Furthermore, the cause of so many "hot money" in Hong Kong's financial system 
is because no questions are asked. But in 1995 and 1996，money will start flying out of 
Hong Kong because of the fears of the rule under the PRC. 
Brain-drain Problem 
Another threat evoked by the 1997，s issue is the brain-drain problem. A recent 
survey by consultants Business International reported that one in two international 
companies are considering relocation because of high wage costs and the labour shortage 
in Hong Kong. In recent years, especially after the Tiananmen's square event, Hong 
Kong's professionals are busy worrying about 1997, buying passports, sending money 
abroad and emigrating. One of the biggest problem in this industry is the labour shortage. 
As people are leaving every day, it is going to be hard to train people as the PBIs in the 
past. 
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5.2 Internal Factors 
Lack of Commitment 
Frequently, senior management is unaware of what commitments need to be made. 
Private banking is a unique form of banking cutting across traditional bank structure. To 
succeed, it requires unique people with broad skills. It also requires someone with the 
authority of an executive manager to build a small bank within a bank. This may create 
political problems within traditional bank structures, which cannot be resolved without 
strong commitment and assistance from senior management. 
Inflexible Corporate Structure 
In some banks, they will try having highly affluent customers who are corporate 
executives report to the corporate banking department, instead of the private banking 
department. It may stifles referrals that are necessary for private banking growth. Neither 
does it steer the bank away from internal accommodations and other structural issues. 
Inflexible Loan Policy 
For private banking to succeed, changes in loan policy will need to be made. As 
traditional controls are eliminated, new non-traditional controls need to be implemented. 
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Much of the perceived power in the banking industry is vested in loan authorities, whether 
individual or through committee. Certain individuals frequently feel threatened when their 
expertise regarding traditional lending concepts is challenged by this new kind of lending 
that requires new approaches, evaluations and controls. 
Expensive expertise 
Originally, the operating cost for private banking is much cheaper than that for 
normal banking business. For instance, one international bank, which has to use 2,431 
retail offices in Britain and 330 retail offices in U.S. to cover its retail business only in 
these two markets, merely needs to have 51 offices world-wide for running its global 
private banking business. Moreover, the amount of fees earned in the personal asset 
portfolio provided through the private banking business is much greater than that earned 
in the fund management business. 
However, due to the changes in attitudes of customers, particularly in the 
emerging markets, customers are no longer satisfied with the traditional way to manage 
their assets. In fact, they request for better return from high-risk markets. It means that 
we need more professionals with technical fund management experience in these markets 
such as Latin America and Asia. These would directly increase the operating cost for 
private banking. 
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As the cost of private banking and the complexity of the market has been 
increasing, the total amount of asset managed by a bank has to be increased accordingly in 
order to cover the cost. One of the banks in America estimated that a PBI needs at least 
15 billion U.S. dollars' business in order to have a good revenue. This trend will force 





6.1 Merging with Trustee Services 
A powerful concept behind the trend of merging private and trust banking is 
aligning like products. Trust departments in banks are now offering more products and 
services to a more diverse group of customers. As this change takes place, the trust 
department is finding it has a willing and able partner within the bank sharing similar goals 
-the private banking department. By combining personal trust and private banking, banks 
are creating one-stop shopping for the affluent. Affluent customers are better served by 
interacting with one organisation and one relationship manager or private banker. 
Another reason for merging the business with trustee services is to unite the 
resources to stave off competition from fund houses, insurance companies, and credit card 
companies. 
However, most banks have been hesitant to integrate because of the perceived 
risks in such a wholesale change and the lack of overwhelming evidence to support the 
switch. When analysing a bank to understand how both services should be merged, 
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several factors such as value of various products, marketplace environment, competitive 
forces and synergy among products, should be carefully considered. Successful 
implementation means aligning the business and marketing strategy to more effectively and 
efficiently sell and deliver multiple products to the same customer groups. Merging trust 
and private banking is not easy. Corporate strategy must be changed. Employees must be 
educated and new ones recruited, and customers must be informed. Internal barriers and 
office politics can be the most difficult part of integration. 
6.2 Customer Diversification - Active Investor Market 
Conservative bankers frequently view this market segment as risk oriented and 
most of them will discourage speculative-purpose loans too. However, these active 
customers may be more profitable to the banks compared with those passive investors. As 
trust bankers have found, affluent passive investors need a minimum net worth of $1-2 
million to make a reasonable contribution to bank profits. Thus, the size of this market is 
very limited to the top 1 to 3 percent of the total marketplace. However, the profit 
obtained from serving the active investors such as commission and short-term loans, 
allows the bank to reduce the minimum net worth and income requirements - about 8 
percent of the marketplace. 
Active investors are profit motivated. They are willing to keep large, low-cost 
deposits in a bank and gain a favourable loan rate in return. Active investors use their 
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financial resources to make frequently speculative investments in order to generate more 
net profits. They will often sacrifice the benefits of a consumer lifestyle in the short term 
to achieve their long-term wealth objectives. Therefore, using demographics to find them 
does not work. Because it is easier to earn loan income on credit-driven active investors 
than fee income on service-driven passive investors, a banker needs only a minimum liquid 
net worth outside of personal possessions to be able to make personal investment-purpose 
loans to active investors and take outside, personal assets as collateral. 
This is the trend in many American banks such as Citibank and Chase Manhattan 
which allows those customers with net worth below the minimum requirement of private 
banking but behaving as active investors to be the private banking target customers. 
According to the statistics (Bamewall, 1988), the following occupations or 
professions would be the new market targeted for searching the active investors. 
• corporate executives (only 20% are active investors) 
• entrepreneurs 
• certified public accountants 
• attorneys from small, independent firms 
• physicians 
• dentists 
• small business owners 
• people who have inherited wealth (20% are active investors) 
I. 
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6.3 Control through Information System 
In the increasingly sophisticated world of banking, many of the practitioners are 
finding that they are being out-smarted by their customers. Some customers may know 
better than the private bankers on how much could be earned. 
The problem is that private banking services have grown faster than the 
information systems needed to monitor and report on them. While the bank can still see 
the big picture, it is difficult for it to break down the information and see the situation on a 
customer-by-customer basis. More and more banks have developed systems which can 
provide the bankers with much-needed account information at their fingertips. 
For example, Corporate Solutions International (CSI) first launched its On-Q 
products in 1992. The system works in a networked PC environment and is able to 
measure the profitability of products, customers, and units. In HongkongBank's private 
banking department, a new management information system has installed in 1991 to keep 
tract with the relationship between the clients and the bank. Even the meeting details 
through telephone conversation are recorded for analysis purposes. 
Now, profitability per transactions is one of the key questions bankers must answer 
as banks fight not for market share, but for profit share. The purpose of such banking 
systems are to offer more information which can be used to fine tune products or change 
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account fees according to costs. Such information can then be used, for example, to 
increase fees if the account is costing too much or offer the customer a better rate if the 






The private bankers are offering advisory or even full discretionary services to 
their customers. After understanding the client's investment objectives, they will take the 
• � . . 
responsibility for income or capital growth, risk appetite and return parameters into 
account. 
As the world-wide financial markets become more and more dynamic and 
complex, it is very critical that the advice given from the private bankers are really 
professional. No customer would like to see that the frequent loss is, in fact, based on the 
advice from their bankers. However, in Hong Kong, the training for private bankers in 
investment is much less than those provided in a treasury department. The recruitment of 
private bankers in Hong Kong emphasise too much on the well-established personal 
network with the wealthy people. One senior dealer in an investment bank of Hong Kong 
even admitted that he would like to trade with private bankers who are considered to be 
dumb. Last year, many private bankers have lost money in the US bond market, which 
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are, in fact, popularly considered to be the most favourite safe place to park their clients' 
money. 
Skills 
The needs for affluent passive investors and active investors are completely 
different. Many banks establish a special banking unit for passive investors on the retail 
side of the bank, which co-ordinates closely with the trust banking department. Other 
banks intermingle passive and active investors as private banking customers, assigning 
both groups to the same private bankers. 
As a matter of fact, each segment requires a totally separate set of banking skills. 
For example, private bankers serving active investors must be able to evaluate a leveraged 
personal financial statement and they must also understand the impact of investment 
depreciation on personal cash flow and specific lending products. To have the same 
individual attempt to handle both market segments results in reduced productivity and 
profits from both groups. 
7.2 Cross-selling Performance Evaluation System 
As the affluent sector of the financial services marketplace represents a huge 
source of additional revenue for banks, most bankers agree that product cross-selling 
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between private banking and other divisions within the bank is crucial. Therefore, an 
incentive 'performance evaluation system is required to encourage such cross-selling 
activities. 
Double Counting System 
An easier performance evaluation system is double counting (or shadow 
accounting). The basic concept of this system is that two or more divisions involved in a 
cross-divisional transaction will both receive full credit for the transaction in the internal 
accounting book. On the other hand, the transaction only counts once for external 
accounting purposes. 
. ‘ 
This approach will definitely have motivational advantages. However, it can also 
bring complexity and cost to the internal accounting system. 
Fee Sharing System 
Another performance evaluation system is fee sharing. Instead of double counting 
for the profit generated, this approach takes the form of fee sharing. Though the shadow 
accounting trouble is avoided, this approach often leads to unnecessary haggling over 
what should be the appropriate divisions to share the fee earned from the services 
provided. 
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Profitability Analysis System 
A system is needed to analyse the profitability of each individual client to the bank 
as a whole rather than the profitability of individual entities. With the advance in 
technology which has eased the development of Customer Information Files (GIF), private 
bankers can examine the client's entire relationship with the bank. The CIF database has 
increased the opportunities to cross-sell both existing as well as new products and 
services. Therefore, instead of engaging in performance evaluation of the group's various 
divisions, a profitability analysis of individual clients is fostered by some banks. 
7.3 Bank Policy* Authorities and Flexibilities 
Loan Policy 
Existing commercial loan policies do not make any exceptions for private banking. 
Even worse, most of the credit requests must be submitted back to loan department for 
authorisation. The evidences show that it has never suffered in excess of 0.3 percent in 
private banking loan losses. Statistics also show that 97 percent of private banking loans 
for active investors are for business purposes and invested in opportunities outside of the 
customer's main occupation or profession (Bamewall, 1988). Loan policies governing 
traditional commercial loans demand that loan structure be determined by loan purpose, 
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not repayment. As long as loan purpose instead of repayment determines loan structure, a 
bank should usually not make speculative-purpose loans. 
However, since private banking credits depend on personal assets as the primary 
source of repayment, whether the loan purpose is speculative is relatively meaningless. 
Therefore, the basic strategy upon which loan policy is based is threefold: 
• developing lender expertise in customers' occupations substantially enhances loan 
quality 
• to be responsive to the credit needs of customers whose investment needs are 
constantly changing requires flexibility but not careless lending practices 
• for each exception to traditional loan policies granted, a non-traditional control with 
equal power to enhance loan quality needs to be implemented. 
Flexible benchmark for customers 
The net worth benchmark such as US$1 million in Citicorp and US$2 million in 
HongkongBank is the minimum criterion for being accepted as potential customers. 
Traditionally, banks may think that this is the minimum portfolio such that enough revenue 
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can be gained from providing personalised services to the customers. Customers who did 
not meet the million-dollar criterion are referred to the consumer banking division in usual. 
However, there is a growing belief among the market observers that private 
bankers should move down market to cater to people of lesser net worth but with greater 
potential profits to the banks. The main sources of profits generating from providing 
private banking services are from annual wealth management fee and transactions 
commission. It is obvious that customers, even with lesser net worth, can provide a lot of 
profits to the banks if they are active in investment. In fact, in some instances, clients even 
with millions of dollars but simple investment needs should be referred to other consumer 
banking division. 
The characteristics of the potential customers should be analysed in order to realise 
the potential benefits to be bank. The benchmark can only serve as one of the reference 
criteria and should be adjusted flexibly. 
7.4 Marketing and Product Development 
Marketing functions 
As we have mentioned in the previous section, many PBIs are so short-termed that 
they only recruit those with well-established network in the private banking business. 
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Therefore, the marketing activities are not so intensive. They think that the function of a 
private banking department is to market the banking products to wealthy people. 
However, I wonder who cares for the marketing fimctions of the private banking business 
itself. 
For example, the marketing development of private banking in HongkongBank is 
under the same department. The skill for marketing is totally different from the skill for 
serving the wealthy. Using the existing network of the private bankers cannot market the 
business effectively. Therefore, separate marketing strategy should be set-up by a separate 
marketing talents for the business. 
Product Development 
Product development for private banking should not centre on packaging old 
products in new ways. We must realise that the needs for private banking's customers are 
different from the others, in terms of quality but not just quantity. The marketing 
department needs to help the private banking department develop tailor-made products for 
their customers. Followings are some advice: 
• New creative credit products such as tax-shelter credit, letters of credit, 
personal lines of credit structured like commercial banking business line, 
K 
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business loans for personal investments, real estate syndication loans and 
entrepreneurial small business loans. 
• A 24-hour telephone-answering services. The major objective in offering this 
service is to generate credibility. The services provided can be extended to the 
following areas: recent financial information such as exchange rate, stock price, 
gold price, interest rate and daily financial news, pre-approved credit services. 
• Private banking customers need to be able to obtain twice (or more) as much 
as other customers from a bank's automated teller machines within a 24-hour 
period. 
• A special cheque-cashing identification card that, when presented to bank 
tellers at any location, authorises the cashing of a cheque, with limit, without a 
request for additional identification or other form of account verification. 
• A brochure about private banking also needs to be developed. 
• Aside from the brochure, one quarterly mailing consisting of a brief letter and a 
magazine article of particular significance to wealthy people and active 
investors should be planned. 
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• Business development seminar should be held periodically exclusive for the 
private banking customers. 





THE BIG FIVE IN HONG KONG 
Name Estimated Rank Team Size of Rank Minimum Regional Network 
Portfolio size in Marketing Asset 
(USS) Hong (USS) 
Kong 







Chase 3.0 billion 4 100 40 2 1 million Tokyo, Taipei, 
Osaka, Hong Kong, 
Singapore, Jakarta, 
Sydney，Melbourne, 
London, New York, 
Connecticut, Florida 




Hongkong 4.0 billion 3 30 30 4 2 million Hong Kong, Osaka, 
Bank Singapore, Taipei, 
Jakarta, Vancouver, 
Sydney, Melbourne, 





Standard 2.0 billion 5 22 22 5 1 million Hong Kong, Manila, 
Chartered Singapore, Taipei 
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APPENDIX 2 
A FRAMEWORK FOR PRIVATE BANKING' 
Private Banking 
Invisible Part Visible Part 
Marketing Strategies ^ The 
Affluent 
Internal Private Banker Profile ^ Individual 
Organisational physical Environment 
System 
Product Profile ‘ 
1 Adapted from Eigler and Langeard's model of a service company. Source : Surtani, Jackie B., 
"Marketing of Private Banking Services in Hong Kong," International Journal of Bank Marketing. Vol 9， 
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